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‘ EXECUTIVE SUMMARY

One of the major sectors hit hard by the Financial Crisis
and global slowdown of economy is Development
Finance. The decline in our domestic economy has had
severe impact on the Development Finance Sector in
Pakistan. The deterioration in DF portfolio which started
a year and half ago still continues and by conservative
estimates it will take some time to recover. Credit
extension to SMEs and Housing sectors has shrunk
considerably mainly due to the cautious approach of
financial institutions towards these areas. SBP has been
making efforts to arrest the decline in DF portfolio which
is expected to carry a positive impact on our financial and
economic outlook. Keeping in view the current
international and domestic economic meltdown, SBP
brought about changes in its Regulatory & Policy
Framework to facilitate financing to Agriculture,
Microfinance, Infrastructure, Housing, Infrastructure and
SME sectors. Moreover, consistent efforts are being
made by to develop Market Supporting Mechanisms as
well as focus on the capacity of commercial banks to
bring these sectors under the net of Financial Inclusion.

A look at Development Finance outstanding portfolio
reflects that stagnancy has prevailed after the initial
deterioration in portfolio a year ago. DF portfolio
witnessed a marginal growth of 0.9% reflecting on the
credit restrictive attitude of financial institutions. The
following table shows trends of last two quarters for
Development Finance and their share in total
outstanding advances.

SME sector is an important sector for our economy and
its share in total DF portfolio establishes its importance
for the growth of our economy. The gross outstanding
amount against SME sector stood at Rs. 330.6 billion
recording a decline of 4.2% on QoQ basis. Whereas its
share in Development Finance is the largest constituting
38.9% of total DF outstanding (see Table). The overall
decline in the share of SME Finance over the past one
year is mainly due to power outages, adverse law &
order situation and rising level of NPLs of Banks. An

overview of SME outstanding advances to different
enterprising concerns displayed that Manufacturing
SMEs received the largest share of 43.6% followed by
Trading SMEs with 39.4% and Services SMEs 17.0%
respectively.

For promotion of exports, SBP continued to provide
incentives & relaxations to export oriented sectors to
ease challenges posed by international and domestic
economy and to promote growth of the industrial sector
in Pakistan. Augmenting on its previous efforts, SBP has
recently issued a Scheme for Modernization of Ginning
Factories and Rice Husking Mills. SBP also launched a
Scheme for Refinancing Agri. Loans/Guarantee Scheme
for War Affected Areas of NWFP & FATA. Further, SBP

Break up of Outstanding Advances
by Banks (Billions)

Sept-09

Amount % Amount % Share
Share
SMEs 345.1 41.0 330.6 38.9
Agriculture 1508 179 1547 182

Microfinance

(MFBs Only)

Housing Finance [{*R3 9.4 76.2 9.0
Infrastructure

Finance

Total 842.6 100.0 849.9 100.0

8.3 1.0 8.9 1.0

259.0 307 2794 32.9

also enhanced allocated limits to banks under EFS to Rs
221 Billion. The outstanding amount recorded under EFS
was Rs. 169 billion, while the disbursements during the
quarter stood at Rs. 151 billion compared to Rs. 80 billion
in the preceding quarter of 2009. Similarly, limits under
LTFF were also increased to Rs. 19 billion in view of
higher demand due to eligibility of new sectors under the
scheme. The outstanding amount under LTFF scheme
amplified to Rs. 8 billion for the quarter under review
compared to Rs. 5.6 billion at the end Jun-09.

The financial inclusion of poor strata of the society is a
major challenge to the third world countries.
Microfinance has been a tested phenomenon for
alleviating poverty and proliferating economic
opportunities for the down trodden class of the society.
An analysis of Microcredit reveals that its outstanding
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share is about 1.0% of total Development Finance
portfolio. Despite the stagnancy in the overall growth of
the sector during the last few quarters, the MFBs
continued to register a positive trend in terms of
borrowers and depositors. The quarterly growth in MFBs’
outreach has recorded a positive growth of 7%, QoQ
basis. A healthy trend was also witnessed in deposits
which grew by 17%, QoQ basis. FMFB has been the lead
player in the quarterly deposit growth, contributing
about 20%. Moreover, the overall improvement in NPLs
of microcredit over the previous two quarters reflects on
good prospects for the sector.

Agriculture plays a pivotal role in our economy, a
dominant driving force for growth and the main source
of livelihood for more than 66% of the country’s
population. However, this sector has not been able to
muster up financing from Fls as per its needs and
potential. Out of total DF portfolio, share of agricultural
finance stood at 18.2%. Banks disbursed Rs 44.1 billion
during the quarter under review as against Rs 46.6 billion
in the corresponding period last year. This slight slash in
the portfolio is characterized by banks’ focused efforts
on recoveries, as their NPLs are rising, and overall
slowdown in economic activities. Moreover, higher
lending rates and other demand side issues like
marketing and viability of farmers have been restricting
flow of funds to this sector. This is also reflected in the
quarterly decline of borrowers from 1.91 million to 1.89
million during the period under review.

Housing sector is considered an important sector of the
economy in developed countries. This sector gained
special interest for the developing countries due to the
ever increasing population. A flourishing housing sector
can play a significant role in accelerating the economic
growth of developing economies. Housing Finance
occupies about 9.0% of total DF Portfolio at the end of
Sep-09. This sector has registered a decline of 4.2% on
QoQ basis and a decline of 8.9% on YoY basis. The total
outstanding portfolio stood at Rs. 76.66 billion compared
to Rs. 84.12 billion on YoY basis. While the total number
of outstanding borrowers has diminished from 123,047
to 115,959 on YoY basis, a 6% fall. Moreover, Non-
performing loans have enhanced considerably from Rs.

10.53 billion to Rs. 15.26 billion on YoY basis. However,
this rise in NPLs is not unique to Housing Finance and is
associated with the overall increase in NPLs of all sectors
revealed by the Industry during the past one year.
Furthermore, the Financing for Outright Purchases
continues to dominate other sectors like construction
and renovation etc by taking the lion’s share of almost
60% in total outstanding portfolio.

Infrastructure Development is one of the key factors
towards economic development of a country. A well
established infrastructure framework supports the
market mechanisms notion of economic development. In
Pakistan, the share of Infrastructure Finance is second
highest with 32.9% in total DF portfolio at the end of the
quarter under review. The infrastructure project finance
portfolio put up a 36.9% growth on YoY basis. Moreover,
Power generation sector remains the major beneficiary
with disbursement of Rs. 13.2 billion as compared to Rs.
11.7 billion on QoQ basis. However, no new project in
this important sector of economy has been reported
during the quarter. Furthermore, the Telecom sector,
which received a substantial financing in last quarter,
remains dormant in the current quarter.





